How Big Oil Beguiled Iraq
Nationalism, religion, conflicting ideologies, and above all oil have kept the Middle East a global “hot spot” for the past decade. Confronted with hostile rhetoric and actions, people in many Western countries have reacted in kind. Western political cartoonists responded to oil price hikes by the Organization of Petroleum Exporting Countries (OPEC) with caricatures of fat, greedy Arabs victimizing Western consumers. In 1979, Islamic militants took American hostages and chanted bitter slogans in the street, and Americans responded with equally bitter anti-Islamic demonstrations.

There are obviously huge gaps of understanding between the highly industrialized, largely Christian West and the newly rich, rapidly developing, Islamic Middle East—gaps both sides will be forced to bridge if they are to avoid open conflict over their shared dependence on oil resources. One small story from the history of Middle Eastern oil development helps to explain some of the current hostility.

No deep knowledge of Islamic culture is necessary to understand what was basically a “sting” operation in which Western oil companies held back the development of Iraq’s oil resources for decades for fear of glutting the world market with oil, thus forcing prices down. Iraq had trusted a consortium of foreign oil companies to develop its oil resource, and the consortium claimed it was doing just that while secretly keeping a lid on production. Iraq watched its neighbors growing rich from their oil royalties unaware that it was being tricked. It’s a common strategy among monopolies and oligopolies, and in the long run, a world resource manager might say, it was just as well the supply of oil wasn’t higher and the price lower or industrial nations would have had even more trouble adjusting to the inevitable price hikes of the 1970s and 1980s. But for Iraq it was simply a bad deal. When it realized the scheme, it reinstated control over many of its fields with a bitterness toward Western oil companies that has persisted.

Tracing the story requires a glimpse at the history of Iraq and a closer look at the history of oil exploration in the Middle East beginning around the turn of the century. 
Aside from its oil, Iraq is a poor, dusty agricultural country of about 13 million people. Although a highly advanced civilization existed in Mesopotamia by 4000 B.C., the last prosperous period for the area ended more than seven hundred years ago when the Mongols took Baghdad. For hundreds of years afterward, Persia and Turkey contended for Iraq, with first one then the other claiming sovereignty. By the 1800s the Ottoman Turks had a firm grip, which they maintained until World War I.

In the early 1900s the petroleum industry, which began in the United States, was spreading to other industrialized countries and young oil companies were beginning the global search for black gold. Oil was discovered in Russia, Borneo, Sumatra, Burma, and Iran, with the rest of the Middle East holding promise of vast oil reserves. In 1914 the British Petroleum Company (BP), Royal Dutch Shell, and the German Deutsche Bank joined with an Armenian entrepreneur named Calouste Gulbenkian to form a syndicate called the Turkish Petroleum Company to look for oil in the Ottoman Empire. After World War I, when the British and the French superseded the Ottoman Empire in the Middle East, the syndicate concentrated its search in Iraq, renamed itself the Iraq Petroleum Company (IPC), and contracted to give the Iraqi government a 20 percent concession on the oil production. Over the years, IPC gradually changed: the Germans sold their shares and were replaced by the Compagnie Française des Pétroles (CFP), and two American companies—Exxon and Mobil—bought in. In 1928 IPC negotiated a new agreement with the government of Iraq, giving it a fixed fee rather than its former 20 percent royalty.
For the next thirty years IPC ran the oil business in Iraq with a dictatorial hand. IPC was legally required to report each new oil field to the Iraqi government and to develop production as fast as possible, but it did not. Although huge oil strikes were made in Iraq as early as 1927, commercial production did not begin on a large scale until 1950. IPC intentionally drilled dry holes to mislead the Iraqi government about the amount of oil in its fields and in several cases capped potentially productive wells rather than build pipelines to transport the oil. (These and other activities were revealed in U.S. Senate subcommittee hearings on multinational corporations in March 1974.) IPC’s strategy was to hold back Iraqi oil from the world market to keep prices up—the same strategy now used by OPEC nations that so enrages Western consumers. The same oil companies involved in IPC were also drilling and making profits from oil in neighboring Arab countries. As Iraqis watched Saudi Arabia and Kuwait grow rich on oil revenues, they grew restless with IPC. In the late 1950s the Iraqi monarchy was overthrown and the new government asked IPC to give up parts of its concession. IPC refused.

In 1960, afraid to be undercut by cheap Soviet oil, the big oil companies cut their oil price by ten cents a barrel, without consulting the producing countries. Because so many Middle Eastern countries are dependent on oil revenues for large portions of their national income, this unilateral step infuriated them. Iraq, which had lost billions of dollars because of IPC’s self-serving inactivity there, convened four other oil-exporting countries in Baghdad a month after the oil companies slashed prices. This was the birth of OPEC.

The increasingly angry Iraqis passed a law that withdrew IPC’s right to all areas within Iraq where the company was not already producing oil. This amounted to more than 99 percent of IPC’s concession, including wells capable of producing 50,000 barrels a day that IPC had plugged and kept secret.

IPC never recovered from this blow, although for ten years it negotiated with Iraq, while at the same time trying to keep the country’s oil off the market. In 1972, Iraq finally nationalized all of IPC’s concessions.

For fifty years, Western companies had exploited, dominated, cheated, and lied to Iraq. IPC was Iraq’s main contact with the West for most of those years. It is not surprising, because of these circumstances, that Iraq was probably the first to suggest the oil embargo of 1973. Although to some extent its economy, like those of other Arab oil-producing nations, is tied to that of Western nations, Iraq remains militant, and it will be a long time before the legacy of IPC is forgotten.
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